Abstract
INTRODUCTION
"Environment" literally means the surroundings, external objects, influences, or circumstances under which someone or something exists (Shaikh, 2010) . Jauch and William (1988) define the business environment as the aggregate of all external and internal conditions which directly or indirectly impact the activities of an enterprise. Some recent studies have attempted to narrow the concept of business environment, assuming that business environment is primarily the policies and regulations that the government applies to regulate operations of enterprises (VCCI, 2008) , or the business environment at a given location is the cumulative outcome of policies at all levels of geography (Porter, 2010) .
The World Bank (2005a) also provides a definition of business environment that comprises a number of specific factors that shape opportunities and incentives for enterprises to invest effectively, create jobs, and expand their activities. Factors in the business environment are divided into two groups: Operating factors, consisting of political and macroeconomic stability, the legal system, regulations, corruption, competition degree; and Infrastructure factors, including infrastructure and financial systems. This study focuses on some specific factors, especially administrative procedures, corruption and informal payment, and tax administration. These factors are examined in relation to the labor growth rate of enterprises. This study does not cover all aspects of business environment, such as macroeconomics or political stability.
Business environment has tremendously impacted the development of enterprises (Seker & Correa, 2010; Vũ, 2015; VCCI, 2015; & CIEM, 2016) . At the firm level, it directly influences costs of production; At the industry level, it often relates to market structure and competition (Eifert, Gelb, & Ramachandran, 2005) . Nevertheless, the World Bank (2016) shows that Vietnam's business environment remains in a low-middleranked group, ranking 82 out of 189 countries, based on 11 criteria in which there are some very low-ranked ones, such as business establishment (ranked 121), tax payment (ranked 167), and bankruptcy procedures (ranked 125). The low-ranked business environment has negatively impacted on the development of Vietnamese enterprises, especially in the private sector, which has contributed significantly to the economy. In 2007-2015, enterprises in Vietnam experienced a 7.4% increase in employment growth rate, equal to half of the firm growth rate, that has resulted in the decrease in the size of enterprises, from an average 49 employees in 2007 to only 29 employees in 2015, particularly in the private sector, decreasing from 27 employees to nearly 18 employees in the same period (VCCI, 2015) . Meanwhile, state-owned enterprises have contributed modestly to the development of the country in spite of substantial resources they have gained from favorable policies (Vũ, 2015) .
This study aims to investigate the factors that are truly influencing employment growth of firms in Vietnam with an emphasis on small and medium-sized enterprises (SMEs). SMEs in Vietnam play a crucial role in economic development. They account for 95% of businesses, contributing approximately 45% of GDP, 31% of total revenue and about 35% of total investment capital, generating over 5,000,000 workers and contributing nearly 50% to the annual economic growth (VCCI, 2015) . Moreover, a strong and vibrant SME sector is important to the recovery of the economy from economic crises. In addition, Vietnam is facing the "missing middle", a shortage of medium-sized enterprises that has not enabled Vietnam to reach a higher place in the global value chains.
More importantly, Vietnam is facing serious challenges from its aging population, climate change, and low productivity that are dramatically diminishing the quality of growth which can be understood as to reduce extreme poverty, narrow structural inequalities, protect the environment, and sustain the growth process itself (López, Thomas, & Wang, 2008) . Given this, the development of the private sector can minimize these challenging issues. To do this, identification of factors that are hindering the development of SMEs is really important because policies to enhance SMEs are efficient only when we can identify precisely what factors are restraining them.
The rest of the paper is organized as follows. Section 2 provides a literature review on the impacts of business factors on SMEs in various countries. Section 3 explains the data. Section 4 elaborates on analyzing downward trends of employment through the description of data and effects of business environment on SMEs through regression analysis. Finally, Section 5 provides concluding remarks and policy recommendations.
LITERATURE REVIEW
The literature has described the business environment factors that support enterprises to grow which are institutional quality, control of corruption and informal payment, tax administration, access to credit, and infrastructure (Aterido & Hallwarddriemeier, 2009; Barlett & Bukvic, 2001; Baurer, 2005; Beck, Demirguc, & Maksimovic, 2005; Fisman & Svensson, 2007; Kauffmann, 2005; Kato & Sato, 2014; & Kumar, Rajan, & Zingales, 1999 ). Institutional quality is measured by the effectiveness of the government, the quality of policies and the laws, and the level of enforcement of the rules of the laws. Using business data in more than 15 European countries, Kumar et al. (1999) find a positive correlation between institutional quality and the size of firms in laborintensive industries. Bartlett and Bukvic (2001) it is much higher than Thailand (0.083), the Philippines (0.145) and Indonesia (0.152).
In general, except for import licenses, the risk of corruption in 2015 was lower than in 2009, especially in construction permits. In 2009, over 45% of transactions were conducted with informal payments in order to receive construction permits, but it had fallen to just 26% in 2015. The same pattern was also seen in access to electricity and water with a decreasing trend fluctuating from 2% to 9%. In sharp contrast, the risk of 1 In order to address data limitations and differences in perceptions of corruption, Gonzalez, López-Córdova, and Valladares (2007) have developed a corruption index for business transactions, called GIFT as following formula:
where i, j and k represent company i, transaction j in country k. Binary variable is set to 1 if business i is required to pay informal payment on transaction j and 0 otherwise. Denominator is the sum of transactions j in a country.
In other words, the GIFT index reflects the probability that an enterprise is required to pay informal payments to ensure its access to public services easily. corruption in obtaining import licenses increased by nearly 5% from 20.77% to almost 26%. Customs is another serious corrupted area beside traffic police, construction and land administration (World Bank & The Government Inspectorate of Vietnam, 2013). A survey conducted by VCCI in 2015 shows that 64% of surveyed enterprises were afraid of being discriminated against if they did not pay more money; 86% said their goods would be delayed and 74% were required to explain and supplement additional nonregulatory documents; 39% said customs officers were not polite and badly behaved. Tax administration is also a constraint against SMEs. Baurer (2005) shows the impact of taxation on economic growth through the development of SMEs. He argues that private firms in developing countries have been facing difficulties with tax policies and unpredictable policy changes in the future. In addition, businesses are often under pressure to comply with tax regulations being subjected to excessive checks and audits, as well as encountering dishonest tax officials and intransparent tax administration. The consequence of these problems is that businesses have to find ways to falsify reports on profits and sales, number of employees, or fabricate possible measures to reduce their tax liabilities (Ojeka & Atawodi, 2012) . The tax administration in Vietnam has the highest probability of corruption, which is significantly higher than the average level of ASEAN-4 (World Bank, 2014 The results of the Vietnam Enterprise Surveys show that the percentage of firms that think tax is the greatest difficulty in doing business has increased by 5%, from 7.6% in 2009 to 12.6% in 2015, the highest increase compared to the other five difficulties stated in the questionnaires, including finance access and land access, skilled labors, labor laws, informal sector, and infrastructure.
In addition to high tax rates and many tax procedures, another problem is that enterprises often have to meet tax inspectors. Although the number of enterprises that had to meet with tax officers or tax inspectors has fallen dramatically from 626 enterprises in 2009 to 464 enterprises in 2015, the data in percentage has not reflected the downward trend. Table 1 shows the percentage of enterprises having met tax inspectors once or twice per year decreased slightly from 84.6% to 80.4%, while the rate of enterprises with three to five contacts with tax officials grew from 11.4% to nearly 15%. Thus, reducing the number of tax inspections will save time and money for enterprises and allowing them to spend these resources in production to add value to the economy. Access to finance is always a challenge for SMEs. A study by Seker and Correa (2010) in Turkey reveals that SMEs were unable to obtain loans due to high collateral requirement, leading to no production expansion and new access to technology. Similarly, Cooley and Quadrini (2001) argue that financial access is the foundation for business development and is the basis for business to cope with economic shocks. However, SMEs' access to loans from formal financial institutions, especially banks is rather difficult due to the general perceptions of high-risk business and cash flow management. Infrastructure is an integrated system of transportation, electricity, water, telecommunications, etc., but this study focuses on electricity only. Energy is essential for creating jobs, manufacturing, transportation, commerce, business development and agricultural production (UNDP, 2005) . The shortage of power significantly affects the production process and disrupts business activities, thus increasing the cost for businesses. Scott, Darko, and Lemma (2014) 's study in four low-income countries including Nigeria, Uganda, Bangladesh, and Nepal show that widespread outages increased the business costs due to machinery failures. Overall, the lack of electricity raises the cost of production and reduces the productivity of SMEs (Cecelski, 2004; Fjose, Grunfeld, & Green, 2010) . (Nguyen, 2016) .
Enterprises are subjected to many overlapping regulations such as Investment Law, Commercial Law, various decrees, circulars and specialized laws. These regulations have distorted the dynamics of enterprises, creating a favorable environment for nurturing corruption activities and increasing the "ask-and-give" mechanism that results in the higher operating costs for businesses. This explains why the cost of procedures and fees in Vietnam take up to 40% of corporate profits compared to the average of only 17% in ASEAN economies (VCCI, 2015) .
In addition, sub-licenses also contribute to aggravate unfair competition between large and small businesses. Complicated procedures not only prevent small enterprises from entering the market but also cause small enterprises to lose the competitive advantages to large enterprises that have already met the requirements of administrative procedures as well. Furthermore, abundant sub-licenses cause the government to suffer tax losses and rising unemployment because SMEs that cannot meet the unreasonable requirements will operate in the informal sector or shut down.
DATA
Data for analysis were collected from the World Bank's Enterprise Surveys (ES).
The surveys covered over 155,000 firms in 148 countries, of which 139 countries were surveyed following a standard methodology, allowing for accurate comparisons across countries and over time. The surveys were longitudinal, making it possible to track changes in the business environment over time and allow impact assessments of reforms (World Bank, 2005b) . In Vietnam, there was also a comprehensive establishment level The sample included data from food and beverages, garments, non-metallic mineral products, fabricated metal products, retails and other manufacturing and services.
In two rounds of the surveys, the biggest industry in terms of number observations was food and beverage followed by garment and non-metallic mineral products. Most of the firms are located in Southeast and Red River Delta, which are the most developed and dynamic regions in Vietnam. Table 2 .
DESCRIPTION OF DATA AND REGRESSION ANALYSIS

SMEs in
The downward trend in the size of firms can also be seen in Table 3 Bank (2015) . Table 4 provides the business environment factors and the expected impact of each factor on employment growth, which were expected from the literature review. Equation (1) can be estimated with pooled regression. However, the results of pooled regression may be unreliable due to the relatively low Durbin-Watson statistics that might be related to self-correlation in the data or due to model error (Gujarati, 2003) . As a result, the author utilized fixed-effects model (FE) and random-effects model (RE) to estimate the panel data. FE explores the relationship between the predictor and outcome variables within a firm. Although each firm has its own characteristics that may or may not influence the predictor variables when using FE this study aims to examine the net effect of the factors of business environment on the outcome variable (the annual employment growth of firms) (Gujarati, 2003) . In other words, the effect of the time-invariant characteristics such as location, sector, the gender of managers, etc. will be removed and absorbed into β0. In addition, FE assumes that the time-invariant characteristics are unique to the individual and should not be correlated with other individual characteristics, therefore the firms' error term and the constant (which captures individual characteristics)
should not be correlated with the other variables (Oscar, 2007) . If the error terms are correlated, FE is not suitable, hence RE seems to be more applicable. Unlike the FE model, there is an important assumption of the RE model that the variation across firms is assumed to be random and uncorrelated with the independent variables in the model.
In other words, when using RE it is believed that differences across firms have some influences on the outcome variable (Oscar, 2007) . The Hausman test was used to determine the appropriate model. The result of the Hausman test indicated that the p-value <5%, thus FE model was chosen. The t-test is used to test the difference between the employment growth rates in two periods 2009-2013 and 2013-2015 . Because the p-value is <5%, thus Ho is rejected:
there is no difference between the employment growth rates in two periods 2009-2013 and 2013-2015. To assess the correctness of the model, the F-test is performed to check whether all the coefficients in the model are different from zero. The result indicates that the p-value of F-test is 0.000 <5%, implying that all the coefficients in the model are different from zero. In addition, the value of Rho is determined to assess whether differences across firms are correlated with the predictors. In the model Rho equals 0.772 meaning although the model is being impacted by individual characteristics, the value is still smaller than 1, therefore the level of impacts due to individual characteristics of the firms is not serious to the stability of the model. Last but not least, the R-squared is 0.66 indicating the high explanatory power of this model. Finally, the other errors of the model such as heteroscedasticity, serial correlation and multicollinearity are corrected for. The regression results are reported in Table 5 . Bank (2009 Bank ( , 2015 .
The results of this regression show that access to finance is the positive contributor of employment growth and this result is completely consistent with the literature review.
In the case other factors keep unchanged if the possibility of access to finance increases by 1%, the average employment growth rate will increase by 0.3%. In reality, finance access is really important to the survival of enterprises, especially to SMEs because the economy of Vietnam is a bank-based market (Nguyen, 2014) . However, there are many factors preventing Vietnamese SMEs from accessing finance, such as high collateral.
However, this factor in this analysis is not statistically meaningful. This can be explained by the notion that besides collateral, the weaknesses of SMEs such as lack of specific business strategies, short-term vision, management skills, financial ability make SMEs difficult to get loans from banks rather than collateral (Nguyen, 2014 Vietnam is one of the most severe obstacles to firms.
CONCLUSIONS AND POLICY RECOMMENDATIONS
Based on the results of regression analysis, three business environment factors that negatively impacted SMEs in Vietnam in the period 2009-2015 were the informal payment, the institution quality, and tax inspections, while gaining more access to finance might help enterprises develop better. Tax inspections were perceived as the single most severe obstacles to firms' evolution. Therefore, more application of information technology in tax administration can bring great effects to tax reform. Because this application can reduce interaction between tax authorities and taxpayers, it can lead to the decrease in tax compliance costs and administrative costs.
From a policy perspective, development of efficient institutions that improve functions of the market is crucial for firm growth. Reforms that focus on cutting down the number of sub-licenses and reducing the administrative procedures could stimulate investment and competition for SMEs in Vietnam.
It is also important to implement policies that promote economic activities. The regression analysis performed in this study shows that increased access to finance is also a possible solution to nurture SMEs. Vietnam is a bank-based market, therefore most loans come from banks, and in order to increase the possibility of getting loans, SMEs should have a thorough business strategy: A long-run vision that can reduce the risks and meet banks' requirements. In addition, there are several organizations that address the financial bottlenecks to the expansion of SMEs. Organizations such as the Small and Medium Enterprise Development Fund (SMEDF), Credit Guarantee Fund (CGF) provide financial and/or non-financial aid, such as business plan preparation, tax consultation, etc.
for development of SMEs. However, many SMEs are either not aware of alternative financial sources that are available to them or they have difficulties in accessing these sources. Hence, expanding the reach of support schemes of these organizations would lead to significant improvements in the growth prospects of SMEs in Vietnam.
In the end, corruption causes harm to the economy and creates risks for the whole society. However, the control of corruption is always difficult because when there is a reform to curb corruption, there is always a tendency to remain the status quo against the reform. As mentioned above, in Vietnam, there are many opportunities for state officials to corrupt, such as low salary for officials, complicated administrative procedures, and lack of supervision from society. Therefore, to prevent corruption, it is essential to reduce the opportunities to corrupt by: (i) Simplifying and rationalizing the regulatory loopholes by eliminating sub-licenses; and (ii) Increasing transparency by empowering technology in administrative procedures, especially in tax administration and customs to restrict direct meeting between officials and people.
